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Dear Dx. Allen : oo’ ©

During our current review of affiliation agrecments between Vatorans
Administration (VA) hospitals and private schools of medicine, wa have noted
certain matters regaraing the administration of research in the VA Hospital,
Palo Alto, Califnrnia (VAHUPA) which we would like to bring to your immediate
attention because of possible savings in xesearch funds. The research at
VA{PA was performed under grants swsrded by the National Institutes of Health .
(NIH) and the National Institutes of Mental Health (NIMH) of the Fublic
Health Servica (PHS) to the Stanford University School of Medicine (Stanfoxd).
Our review is still in progress at six other VA hospitals which have a sub~

T stantial amount of PHS research funds which are admini{stered by affiliated : .. .-

medical echools, In this regard, VA records indicate that more than $15
million of university administered research was porformed in VA hospitals
during fiscal year 1969, and we were advised by VA officials that probably
morae than 90 percent of this was funded by PHS.

The mattars discussed below are concerned with (1) the possibility of
reducing the indiract cost of rescaxch performed under PHS grants by awarding
the grants directly to VA hospitals, and (2) the use of an inappropriate in=
dirvect cost rate for certain xesearch at VAHPA. .

OPPORTUNITY FOR REDUCING
INDIRECT COST OF RESEARCH

Our raview of 17 medical research grants awarded by MIH and NIMH to
Stanford disclosed that during fiscal year 1969, 100 percent of the regearch
was conducted at the VAIIPA for 15 of these grants and about 90 percent of the
research was conducted at VAHPA for the remaining two grants. In all but one
case, the principal investigator was employed by the VA as a physician ox
regearcher. Total £iscal ynar 1969 costs charged to these grante were about

$865,000.

Thcse grants were awarded based on applications submitted by the principal
investigators through Stanford. In each case the applicant organisation was
shown as Stanford University, and in nearly sll cases the grant applications
indicated that a high porcentage of the research was to be conducted in
Federal facilities.

Our review has indicated that the overhead or indirect cost vates applied
to these grants by Stanford generally ranged fxom 43 to 57 percent of direct
labor cost. The 43 percent rate was negotiated by the Government with
Stanford Univexsity for research performed off-campus and the 37 pexcent rate
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was negotiated for vesearch performed on-campus. Both of these rates were
negotiated for the entire Stanford campus with no separate rate developed
for the medical school. Total indirect costs charged to these 17 grants by
Stanford during fiscal year 1969 amounted to about §$173,000.

With the passage of Public ~aw 90-31 on June 24, 1967, the Congress
provided for the award of PHS research grants directly to VA hospitals. This
law was partially implemented on August 20, 1968, by means of an agreemeant
between the Depertmenc of Health, Education, and Welfare (HEW) and VA calling
for the assignment of an indirect cost rate of 15 percent of direct labor to
HEW grants awarded to VA hospitals, Our review disclosed that if these grants
had been awarded directly ce VAHPA rather than to Stanford, the VA indirect
cost rate of 15 percent of direct labor would have been assigned for a tctal
indirect cost of about $61,000, This would have been about §114,000 less
than the amount charged PHS by Stanford (see enclosure I).

Since VAHPA has {n recent years administered VA appropriated research
funds (over $800,000 in fiscal year 1969) a functioning research adminietrae
tion organizaiion alrveady exists at the hospital. In our opinion, the potential
incremental cost of VAHPA of administering these PHS grants would be adequately
covared by the 15 percent indirect cost rate called for in VA regulations,

Based on the estimates of officials at VAHPA the 15 percent rate applied to
direct labor would cover all costs except research facilities depreciation and
maintenance costs. Since VA is not being reimbursed for these costs even
with Stanford administration of the grants, it appears that no additional

"out of pocket" costs would accrue to the Government in excess of the 15 per-
cent indirect rate if these grants were awarded to VAHPA rather than Stanfoxd,

We believe PHS, specifically NIH and NIMH, should endeavor to minimize
the indirect cost of ite grant research without detracting from the quality of
the research. In our opinion, a practical method of accomplishing this is to
award the research grant to the organization providing a majority of the
facilities and personnel used in the performance of the research. Accordingly,
we believe that any research performed by VA employees in VA facilities should
ba VA administered, and the grant which provides the funding for that reseaxch
should bae awarded to the VA rather than to an interumediary.

We would appreciate your comments on the above conclusions. If you agreed
with our conclusions, we suggest that PHS, specifically NIH and NIMH, review
all existing grants and {dentify those which are being performcd by VA and
administered by non-Federal institutions. In those instances where significant
savings are posgsible, w¢ believe that at the expiration of the current funding
increment, PHS should take action to award these gramnts to VA hospitals rather
than to their affiliated medical uchools.

USE OF INAPPROPRIATE
INDIRECT RATE

Our review disclosed that four of the 17 grants ware charged the on-campus
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rate of 57 percent by Stanford even though tha research was conducted alumost
exclusively in the VAIIPA. Since the Stanford on-campus rate includes costs

for depreciation of campus buildings and equipment as well as campus operation
and maintenance costs we questioned the propriaty of using the on~campus rate
for research conducted in the VAHPA., Stanford officials acknowledged that

this was a mistake. 7They stated that the off-campus cate of 43 percent should
have been used, because the VAUPA is considered an offecampus research location
for indirect cost purposes. If the off-campus rate of 43 percent had baen
used as appropriate, indiraect costs under these grants would have been xeduced
by about $14,600 (see enclosure II).

We would appreciate baing informed of tha action takenm to racover the
overpayment of $14,600 and suggest that a review should be made of all currently
active research grants awarded to Stanford to ascertain that the appropﬂau

indirect rate is being charged.

-» » W o

The abova mattaxrs have been discuesed with Mr. Paul E. Fox, Dr. Robert
P. Akers, and Mr. Joseph V. Moran, PHS grants management officials. If you
80 desire, we shall be pleased to discuss them with you or members of your

staff,
Sincerely yours,

Willis L. Elmore

/l;ean K. Crowthax
Assigtant Dixectoxr

Enclosures - 2

e

Dr. Ernest M. Allen \6

Deputy Assistant Secretary for bé D
Grant Administration Policy D

Office of Secretary

Dapartmant of Health, Education, and Welfare
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ERCIOSURE X

CRANTS AWARDED TO STANFORD BY PHS
OR _RE CH_PERFORMED A ]

Negotiatad Estimated Fiscal Yoar Fiscal Year Possible
indixvect percent 1969 1969 indirect reduction in
Grant rate on di~ of work indirect cost couputed indirect cost 1if
hunber Xect lgbox at _VAHFA gharges _ at 15 percent Avarded to VAHPA

National Instftutes of Mental Health

MH 3030 43 | 100 $ 22,593 $ 8,002 - $14,591
MH 5144 43 100 24,695 9,953 14,740
Mt 14528 43 " 00 6,871 . 2,419 4,452
M 16185 42 00 - 1,056 390 706
MH 10976 208 100 26,336 11,812 14,524
MH 16026 57 100 10,062 2,648 7,414
MH 15976 - 53 100 6,055 2,112 3,943
ME 13860 37 90 44,660 1,752 32,908

Total NDMH grants ‘ 142,368 89,090 293,278
Nationa titutes o a
GM 16453 43 100 300 117 ' 183
NB 03821 43 100 6,079 2,123 3,956
NB 07380 42 100 2,628 930 1,698
NB 02785 43 100 3,440 1,200 2,240
HE 10085 5?7 100 201 53 148
AM 07469 57 100 4,578 1,205 3,373
KB 08388 43 100 . 3,832 1,354 2,528
HD 02693 -~ 100 4,328 1,514 2,814
A 05678 - 51,3 90 2,598 3,819 22719

Total NIH grants 33,034 © 12,315 20,71

TOTAL PHS GRANTS §175|402 §61.405 113,99

& 20 percent of total direct cost
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ERCLOSIRE XX

IXAPPROPRIATE USE OF ON-CAMPUS
INDIRECT EXPENSE RAR

Applied Computod
Vigcal Year indicect indirect Overcharged
Grant 1969 expense expense indirect
punmder direct labox (537 percent) {43 _pexcent) LXpense
National Ipgtitutes of Mental Heal
Mi 13860-02 $78,352 $44,660 $33,691 $10,969
A 16026 AL.652 10,062 wala390 24472
Total for NIMY 96,004 54,722 _41,281 13,481
ation tu o 2lth
HE 10085-03 352 201 151 50
A% 07469 8,022 4878 2,438 Lai2s
Total for NI ~£a23% <2272 34803 i P v
Total foxr PUS 21010!333 $59,501 44,886 ﬁa 1-'4»!615

s Stanford University "On-campus™ rata.
® geanford Universisy “Off-cacpus” rate.
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